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Past performance is not indicative of future results.

This is not a recommendation to buy or sell a particular security. Please see attached disclosures.

“THE WAITING” 
IS THE HARDEST PART Tom Petty

The Beginning of QT
The October Federal Reserve meeting brought the official end of  QE and the beginning of  
Quantitative Tapering (QT). The Federal Reserve announced that it will begin the process of  
normalizing its $4.5 trillion balance sheet. As expected, the Fed will begin the process in Octo-
ber and it will cap its roll off  at $10 billion ($6 billion of  Treasuries and $4 billion of  mortgage 
backed securities) for the next three months. 

Twelve of  the sixteen FOMC participants think another hike this year would be appropriate. 
Judging by fed funds futures, the December 13th meeting would seem to be the most likely 
time for another 25 basis point increase.

Don’t it feel like heaven right now?

The quarter closed with the Dow, The S&P 500 and the Russell 2000 all at new all-time highs. 
Volatility is subdued across all asset classes. High yield bonds continue to grind out positive 
returns in the quarter.

Don’t it feel like something from a dream?

September 15th was the ninth anniversary of  the Lehman Brothers collapse.

September 2008 saw ZIRP. During the height of  the financial crisis the Fed lowered the over-
night lending target to zero.

November 25th will be the ninth anniversary of  the announcement of  QE 1 by the Fed.

In another year, when the 10th anniversary rolls around, the 2008 performance numbers will 
fall off  money managers’ and mutual fund performance. The March 2009 S&P 500 low will 
be a plot on a chart. The Fed so far has navigated the path to financial stability. And the shock 
and awe of  the financial panic will continue to fade as new spirits take control of  the markets.

Learning to Fly

The Treasury yield made its second quarter low on September ninth at 2.04%. As we closed 
the quarter, Treasury yields rose for three straight weeks, breaking some technical resistance 
at 2.30%. It looks like a move to 2.60% is likely to happen in the fourth quarter. Three main 
factors contributed to the rise. The Fed confirmed its intention to raise rates again this year, 
most likely at the December meeting. The speculation about a new Fed chairman and the new 
name being thrown about is that of  Kevin Warsh. And last, a new tax reform plan that looks 
more like a wish list but could greatly add to the federal deficit. 
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But I ain’t got wings

Inflation has stubbornly stayed below the Fed’s target of  2%. The 
Fed has appeared to come off  that hard line as they look to continue 
to raise short term rates once more this year. The Fed believes that 
the persistent low inflation numbers are transitory. Please review my 
second quarter Commentary as it addresses the topic of  “transitory” 
vs “transformational.”

Eurozone 2-year yields are negative everywhere but Greece. 5-year 
yields are still negative in France, Germany, Netherlands, Sweden and 
Switzerland. Although the negative yields did not close the quarter on 
their lows, negative yields still create demand for short term corporate 
bonds and Treasuries by global investors.

Free Fallin’?

We need inflation to kick up and the eurozone to stop the persistent 
negative yields to see rates accelerate higher. That said, looking at the 
2, 5 and 10-year charts, Treasury yields closed the quarter above their 
30, 50 and 200 day moving average. 2-year yields closed at 1.48, the 
highest yield since October 2008. 5-year Treasuries look poised to hit 
2% on their way to 2.20%. If  10-year yields clear 2.40%, the next stop 
appears to be the November 2015 and the March 2016 highs of  2.60%.

These moves are simply the natural ebb and flow of  markets. Higher 
can be positive for investors’ re-investment rates. Eventually the equity 
bull market will end, volatility will return and bonds will be a diversi-
fier in balanced portfolios, as always.

Gonna leave this world for awhile

I’ve made a lot of  references to the late Tom Petty’s music in this 
piece. Tom Petty released his first album 41 years ago and 31 years ago 
I started in a muni bond firm. Believe it or not, both involve maverick 
life styles. A musician has an ear, important in putting music together. 
A trader’s ear has to catch the sounds of  the market. Whether it’s 
losing money on Black Monday in 1987 (Don’t do me like that) or the 

screeching halt to the credit markets in the financial crisis of  2008 (You 
don’t know how it feels), turning on the radio at the end of  the day has 
always been my way to unwind and de-stress. Music can be soothing 
and an inspirational force in our lives and when one has a few heroes 
it helps. Thanks Tom Petty. R.I.P.

Navigator Taxable Bond Portfolio
Front end selling continued in the yield curve during the quarter. High 
yield continued to grind out positive returns. 

With the front end of  the yield curve yielding 1.5 to 2% in investment 
grade corporates, we like positioning the portfolio in a barbell strategy. 
We hold some callable bonds in the high yield space in an effort to 
increase income and yield. The holdings are generally BB credits with 
calls of  2017 to 2019 helping keep our duration on target of  4.5 to 
5.5 years. Investment grade corporates that we held in the 7 to 9 year 
maturity range generally benefited from spreads contracting against 
similar duration Treasuries.

Navigator Tax-Free Portfolio
What started at the end of  the second quarter continued on into the 
third quarter which was the re-investment of  the June through August 
coupon interest, maturities and called bonds. This positive seasonality 
in munis continued even after Treasury bonds reached their yield low 
in September.

The first five years of  the yield curve in California continued to trade 
in the 60 to 70% of  Treasury range. To give you an idea, a 5-year 
California bond trading on August 1st with the 5-year Treasury bond 
at 1.80% would have a 1.17% yield trading at 65% of  Treasuries. That 
just doesn’t seem like a value to us. Seasonality will change again and 
we believe we will see better value in the fourth quarter. 

Source: Bloomberg, Ned Davis Research
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The opinions expressed are those of the Clark Capital Management Group Investment Team. The opinions 
referenced are as of the date of publication and are subject to change due to changes in the market or 
economic conditions and may not necessarily come to pass. There are no guarantee of the future per-
formance of any Clark Capital Investments portfolio. Material presented has been derived from sources 
considered to be reliable, but the accuracy and completeness cannot be guaranteed. Nothing herein 
should be construed as a solicitation, recommendation or an offer to buy, sell or hold any securities, other 
investments or to adopt any investment strategy or strategies. For educational use only. This information 
is not intended to serve as investment advice. This material is not intended to be relied upon as a forecast 
or research. The Investment or strategy discussed may not be suitable for all investors. Investors must 
make their own decisions based on their specific investment objectives and financial circumstances. Past 
performance does not guarantee future results. 

This document may contain certain information that constitutes forward-looking statements which can be 
identified by the use of forward-looking terminology such as “may,” “expect,” “will,” “hope,” “forecast,” 
“intend,” “target,” “believe,” and/or comparable terminology (or the negative thereof). No assurance, 
representation, or warranty is made by any person that any of Clark Capital’s assumptions, expectations, 
objectives, and/or goals will be achieved. Nothing contained in this document may be relied upon as a 
guarantee, promise, assurance, or representation as to the future.

The Dow Jones Industrial Average is a stock market index that shows how 30 large publicly owned com-
panies based in the U.S. have traded during a standard trading session in the stock market.

The MSCI EAFE Index is a free float-adjusted market capitalization index that is designed to measure the 
equity market performers of developed markets outside the U.S. and Canada.

The MSCI Emerging Markets Index is a freefloat-adjusted market capitalization index that is designed to 
measure equity market performance in the global emerging markets.

The Russell 3000® Index measures the performance of the 3,000 largest U.S. companies based on 
total market capitalization, which represents approximately 98% of the investable U.S. equity market.

The S&P 500 Index measures the performance of 500 large companies in leading industries of the U.S. 
economy, capturing 80% of U.S. equities. 

The Bloomberg Barclays U.S. Government and Credit Bond Index measures the performance of U.S. dollar 
denominated U.S. Treasuries, government-related, and investment grade U.S. corporate securities that 
have a remaining maturity of greater than 1 year. In addition, the securities have $250 million or more of 
outstanding face value, and must be fixed rate and non-convertible. 

The Bloomberg Barclays U.S. Corporate High-Yield Index covers the U.S. dollar denominated non-invest-
ment grade, fixed-rate, taxable corporate bond market. Securities are classified as high-yield if the middle 
rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or below. 

The Bloomberg Barclays 30-Year U.S. Treasury Bellwethers Index is a universe of Treasury bonds, and 
used as a benchmark against the market for long-term maturity fixed-income securities. The index as-
sumes reinvestment of all distributions and interest payments.

The Bloomberg Barclays 10-Year U.S. Treasury Bellwethers Index is a universe of Treasury bonds, and 
used as a benchmark against the market for long-term maturity fixed-income securities. The index as-
sumes reinvestment of all distributions and interest payments.

The Bloomberg Barclays 5-Year Municipal Bond Index is the 5 Year (4-6) component of the Municipal Bond 
index. It is a rules-based, market-value-weighted index engineered for the tax-exempt bond market. The 
index tracks general obligation bonds, revenue bonds, insured bonds, and pre-refunded bonds rated Baa3/
BBB- or higher by at least two of the ratings agencies.

The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility 

conveyed by S&P 500 stock index option prices and which shows the market’s expectation of 30-day 
volatility. It is constructed using the implied volatilities of a wide range of S&P 500 index options. This 
volatility is meant to be forward looking and is calculated from both calls and puts. The VIX is a widely 
used measure of market risk. The S&P 500 measures the performance of the 500 leading companies in 
leading industries of the U.S. economy, capturing 75% of U.S. equities. The Bloomberg Barclays Capital 
U.S. Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index 
are weighted according to the market size of each bond type. Most U.S. traded investment grade bonds 
are represented. Municipal bonds, and Treasury Inflation-Protected Securities are excluded, due to tax 
treatment issues. The index includes Treasury securities, Government agency bonds, Mortgage-backed 
bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S. The Bloomberg Barclays 
Capital Aggregate Bond Index is an intermediate term index.

The volatility (beta) of a client’s portfolio may be greater or less than its respective benchmark. It is not 
possible to invest in these indices.

Index returns include the reinvestment of income and dividends. The returns for these unmanaged indexes 
do not include any transaction costs, management fees or other costs. It is not possible to make an 
investment directly in any index.

Morningstar is the largest independent research organization serving more than 5.2 million individual 
investors, 210,000 Financial Advisors, and 1,700 institutional clients around the world.

For each separate account with at least a three-year history, Morningstar calculates a Morningstar 
Rating™ based on a Morningstar Risk-Adjusted Return measure that accounts for variation in a separate 
account’s monthly performance, placing more emphasis on downward variations and rewarding consis-
tent performance. The top 10% of separate accounts in each category receive 5 stars, the next 22.5% 
receive 4 stars, the next 35% receive 3 stars, the next 22.5% receive 2 stars and the bottom 10% 
receive 1 star. The Overall Morningstar Rating for a separate account is derived from a weighted average 
of the performance figures associated with its three-, five- and ten-year Morningstar Rating metrics. 

© 2017 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to 
Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted 
to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any 
damages or losses arising from any use of this information.

Past performance is not indicative of future results. This material is not financial advice or an offer to sell 
any product. Not every client’s account will have these exact characteristics. The actual characteristics 
with respect to any particular client account will vary based on a number of factors including but not 
limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and 
(iii) market exigencies at the time of investment. 

Clark Capital Management Group, Inc. reserves the right to modify its current investment strategies and 
techniques based on changing market dynamics or client needs. The information provided in this report 
should not be considered a recommendation to purchase or sell any particular security, sector or indus-
try. There is no assurance that any securities, sectors or industries discussed herein will be included in 
an account’s portfolio. Asset allocation will vary and the samples shown may not represent an account’s 
entire portfolio and in the aggregate may represent only a small percentage of an account’s portfolio 
holdings. It should not be assumed that any of the securities transactions, holdings or sectors discussed 
were or will prove to be profitable, or that the investment recommendations or decisions we make in 
the future will be profitable or will equal the investment performance of the securities discussed herein. 

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S. Securities and 
Exchange Commission. Registration does not imply a certain level of skill or training. More information 
about Clark Capital’s advisory services and fees can be found in its Form ADV which is available upon 
request.
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